This article summarizes what is known about the cost and quality of full-time child care in centers and family child care homes, and about parents' attention to quality in making child care choices. It relies primarily upon two recent studies which are among the first to collect detailed information about child care operating costs: the Cost, Quality, and Child Outcomes in Child Care Centers study 1 and the Economics of Family Child Care study. 2, 3 Results indicate that mediocre quality is the rule and that parents often do not choose quality settings for their children. At the present time, child care quality is only modestly related to the cost of providing services. In part, the modesty of this relationship reflects the low wages of child care staff, the availability of in-kind donations in the nonprofit sector, and the altruistic motivations of many providers that depress direct costs and the fees charged for child care. The article concludes with recommendations for future action: (1) launch consumer education efforts; (2) implement higher standards for child care at the state level; (3) avoid public policies that encourage people to become child care providers if they have no interest in such a career; (4) increase public and private investments in child care; and (5) develop the means to compensate child care workers as is appropriate for their levels of training, experience, and responsibility. W hile there is an extensive literature on child care quality developed from the perspectives of psychology and education, the study of the cost of child care by economists, and especially the relation between cost and quality of services, is fairly limited. This article, a collaboration between an economist and a psychologist, examines what is known about child care cost and quality, and the linkages between the two.
W
hile there is an extensive literature on child care quality developed from the perspectives of psychology and education, the study of the cost of child care by economists, and especially the relation between cost and quality of services, is fairly limited. This article, a collaboration between an economist and a psychologist, examines what is known about child care cost and quality, and the linkages between the two.
The quality of child care is important because it is closely linked with children's social, cognitive, and language development. 4 Children in highquality early childhood programs are more likely to be emotionally secure and self-confident, proficient in language use, able to regulate impulsive and aggressive inclinations, and advanced in cognitive development. 5 Over time, these children may experience enhanced school achievement, higher earnings, and decreased involvement with the criminal justice system. 6 In contrast, children who experience poor-quality child care are at risk for poor long-term developmental outcomes, including apathy, poor school skills, and heightened aggression. 5 Knowledge of the cost-quality relationship in child care matters to both policymakers and the participants in the child care market. It is important in designing policy concerning the financing of child care to know how much good care costs, which factors determine costs, and how likely it is that these factors will persist into the future. It is of equal importance to consumers who want to make sure that they are receiving the quality of care they believe they are paying for.
Generally, policymakers, consumers, and economists expect that higherquality services should cost more than lower-quality services. This is particularly so in a labor-intensive industry such as child care, where the quality of staff is critical to good services. Wages for better-qualified staff members are expected to be higher than wages for less-qualified staff members, and higher wages will drive upward the costs of providing child care and the fees charged for services. On the other hand, competitive pressures within the child care market should keep costs, fees, and profits low, which might be expected to depress quality. Consumer demand also plays a role: if parents and third-party payers demand quality child care, providers are likely to supply it, and costs and fees will increase. In other words, economic theory and consumer intuition suggest that the cost and quality of child care should rise or fall together and that competition among providers and consumer demand will provide important checks and balances on the levels of each.
If these expectations about staff wages, competition, or consumer demand in child care do not hold, however, then traditional economic assumptions about the relationship between cost and quality may fail. For example, if child care staff members are so committed to caring for children that they are willing to work for less-than-market wages, then child care costs may be low, no matter the quality of care. In-kind donations can also keep costs low, no matter the quality. If parents and purchasers of care do not recognize and demand good-quality child care, then no incentive exists for many providers to offer it, no matter what it costs. Thus, if expectations fail, then even a highly competitive child care market will not assure provision of good-quality services at the lowest possible prices. These complexities make it imperative to examine how the child care market operates in order to inform public policy concerning child care financing.
This article relies primarily upon two recent studies, the Cost, Quality, and Child Outcomes in Child Care Centers study 1 
and the Economics of

Child Care Quality
For 20 years, developmental psychologists have investigated the impact of child care attendance on children's development. Initially, researchers sought to determine if care by someone other than a parent harms children, and they found that children's long-and short-term development does not appear to be harmed by child care. 5 However, this research also suggests that the quality of child care varies widely and that children's outcomes differ depending upon the quality of their child care experiences. 1, 7 There is today considerable agreement among developmental researchers on the aspects of child care quality that are directly linked to positive outcomes for children. Quality child care is primarily defined by two highly interrelated components: process quality, which captures the experiences children have in child care, and structural quality, which captures the aspects of the child care environment that are often regulated by government. 1, 2, 8, 9 In addition, research indicates that the adult work environment indirectly influences the children in care because it is closely tied to both caregiver behavior and to caregiver longevity in child care. 9, 10 Table 1 describes these aspects of child care quality and how they are measured in most studies, including the studies reported in this article.
Process Quality
Process quality refers primarily to how children experience child care-their interactions with the adults who care for them and their exposure to materials and activities that enhance learning. Process quality is considered basic to child care quality because it is most directly related to children's behavior in the child care environment. 2, 11 Quality child care means that caregivers respond to children's social behaviors in a sensitive and positive fashion, are involved in their play and learning activities, and are not harsh in their management of children's behavior. Children in high-quality care spend their child care hours in socially appropriate play with adults and peers, 5 and they explore materials in ways that fit their age and developmental stage. 12 Children in such settings have higher scores on cognitive, social, and language measures of development. 1
Structural Quality
Structural quality refers to objective aspects of the child care environment that are often regulated by government, such as the number of children cared for in a group and by each caregiver (adult-child ratio), caregiver formal education and specialized training in child development or related fields, caregiver experience, and aspects of the facility that houses the child care programs, such as the amount of floor space per child. Optimal structural conditions create opportunities for more favorable process conditions to occur in child care settings, and these, in turn, lead to more positive child outcomes. 11 For example, when an adult is responsible for providing care to a smaller group of children, she is more likely to tailor care to the particular needs of each child. 2, 5, 13 Adults who have more formal education and specialized training tend to use this knowledge when they interact with children, and this enables them to be more sensitive and responsive in their caregiving. 1, 2, 5, 9, 13 Children cared for under these conditions have more positive developmental outcomes, that is, they are more likely than children cared for under less optimal
The quality of child care varies widely and children's outcomes differ depending upon the quality of their child care experiences.
Family Child Care study, 2, 3 to describe the relationship between cost and quality in center-based and family child care programs. The first section of the article describes how quality child care is defined and measured, summarizes the quality of child care in the United States today, and examines parents' understanding of child care quality. The next sections of the article describe child care operating costs, revenues, and fees, and their relationship to quality. The article concludes with recommendations for policy and practical action. structural quality conditions to be developmentally on target. In addition, adults with more formal education and training (rather than just more experience working with children) are more likely to provide age-appropriate learning experiences for children. 2, 3, 9, 13 While, in theory, child care programs could score well on a measure of one aspect of structural quality and score poorly on another, in practice in the United States, elements of structural quality are highly associated with one another. For example, in theory, a very well-educated and welltrained staff person might be able to manage a large group of children more effectively than a less-qualified staff person, but this pattern is seldom found in the United States. In most instances, child care programs that hire well-trained staff members also tend to have small groups and high adult-child ratios.
Because children of different ages need different levels of care and degrees of supervision, recommended group sizes and adultchild ratios differ by age group. For instance, quality programs for infants and toddlers (up to age two) generally have smaller group sizes and a higher adult-child ratio than programs serving preschool-age children, meaning that more staff members are needed (see Box 1). As will be discussed below, personnel costs are the single largest expense in a child care program's budget. Therefore, altering quality features such as staffing ratios can have an enormous effect on a child care program's cost and profitability.
The Adult Work Environment
Salary, benefits, and working conditions affect caregiver behavior and longevity in child care, and so indirectly they influence children's experience in the care setting. 5, 9 For example, providers who are committed to their jobs, satisfied, and compensated adequately are more sensitive to the children, more responsively involved, and more nurturant. 2 Centers that offer higher wages and better benefits can attract and retain a bettertrained staff. Caregivers who earn more are less likely to leave their center jobs 9, 14 or to close their family child care homes. 15 Staff turnover is an important indicator of poorquality care because children who lose their regular caregivers tend to experience negative outcomes such as poor language and social development 9 and, in at least one study, increased aggression. 16 The Quality of U.S. Child Care Today A consistent and dismaying profile of the quality of child care in America emerges from two recent, in-depth, multisite observational studies on child care centers and family child care homes, 1,2 as well as from earlier studies. 11, 15 (The article by Hofferth in this journal issue provides additional data on trends in child care quality based on large national surveys.)
The Cost, Quality and Child Outcomes in Child Care Centers (CQO) study, conducted in 1993-94, examined 401 child care centers representing 749 classrooms in California, Colorado, Connecticut, and North Carolina. 1 Classroom observations and interviews with center directors and staff members provided data on center characteristics, program quality, and staff qualifications, commitment, and compensation issues. About 826 children were also individually assessed to learn the effects of program characteristics on children's development.
In 1991-92, the Study of Children in Family Child Care and Relative Care examined care provided by 226 family child care providers in communities in California, North Carolina, and Texas. The study also involved 820 mothers and 225 of their children. 2 Observations and interviews with mothers and providers yielded data on family child care home characteristics, program quality, and other issues.
The Quality of Center-Based Care
The CQO study indicated that about 86% of the centers in the study provided mediocre or poor-quality services. Only 14% of the centers surveyed met levels of process quality that were high enough to support children's development. Twelve percent were Child care programs that hire well-trained staff members also tend to have small groups and high adult-child ratios.
Accreditation of Child Care Programs
Several voluntary systems exist nationally to establish higher-quality standards than are required by law for both child care centers and family child care homes.
CHILD CARE CENTERS
One of the most widespread accreditation systems for centers is that created by the National Association for the Education of Young Children (NAEYC). In this system, center-based programs conduct self-evaluations involving staff and parents. Professional validators from NAEYC conduct visits to determine whether or not standards have been met, and if they have, programs are accredited for three years. Standards are designed for programs that serve children from infancy through age eight in centers caring for 10 or more children; school-age programs are eligible if a majority of children are eight years old or younger. As of January 31, 1996, there were 4,523 accredited centers in the United States and 16 foreign countries, and another 8,815 centers were in the process of becoming accredited.
Initially developed in 1984, the NAEYC criteria for accreditation were based on research and professional consensus. The criteria include guidelines for staff-child interactions; curriculum content; parental involvement; staff qualifications and training; administration; staffing patterns (group size and adult-child ratios); physical environment; health and safety; and nutrition and food service. As an example, NAEYC standards for group size and adult-child ratio are as follows:
Age of Children
Number 
FAMILY CHILD CARE HOMES
In 1988, the National Association for Family Day Care (now the National Association for Family Child Care, or NAFCC) began a program of voluntary accreditation for family child care homes. The process includes self-evaluation as well as external validation of aspects of program operation, including health and safety, nutrition, indoor and outdoor play environments, interactions, and professional responsibility. Accreditation of family child care homes is less common than accreditation of child care centers. As of early 1996, only 1,083 providers were accredited, and another 272 were in the process of becoming accredited. All but six states had accredited providers. These six states were Louisiana, Mississippi, Nevada, New Mexico, South Carolina, and South Dakota.
The National Association for Family Child Care is working with the Family Child Care Project at Wheelock College, Boston, MA, and a national network of providers, parents, and others to develop a new accreditation process and instrument, scheduled to replace the current system in 1998. 
Box 1
judged to be of such poor quality that children's basic health and safety needs were only partly met and few learning experiences were provided. Quality in the rest (74%) of the centers was judged mediocre. Care for infants and toddlers was particularly poor. Only 8% of classrooms serving infants were rated high quality; fully 40% were judged low quality. At least half the infant and toddler classrooms observed had poor general health practices.
Results for structural quality in the CQO study revealed that 28% of the teaching staff had college degrees, 46% had some college course work, and 26% had only a high school education or less. Not all of this training was in the child care field: of those staff members with a high school education or less, for example, 25% had never had any training in early childhood education.
The average group size was 8 children for infants and toddlers, and 14 for preschoolers, within acceptable limits recommended by the National Association for the Education of Young Children (NAEYC), the premier professional organization for staff in early childhood programs. The average ratio was one adult for every six preschoolers, and one adult for every three or four infants-again within acceptable limits recommended by NAEYC.
Levels of staff education, group size, and ratios all varied across the four states in the study, perhaps reflecting the variation in child care regulations across the states. For example, the state that had no requirement for staff experience in its regulations (North Carolina) had the lowest average level of teachers' prior experience.
Some centers met additional standards beyond those required for state licensing, and these tended to provide higher-quality services. For example, centers that were accredited by the NAEYC were of higher quality than centers that were not accredited (see Box 1).
The CQO study also assessed the adult work environment. Data on staff wages are discussed in the section about the costs of child care programs, but staff turnover (which is related to wages) is discussed here. Annual staff turnover rates were 37%, consistent with rates in multisite child care studies conducted in 1988 9 and 1992. 14 This is almost four times the annual turnover rate of 9.6% reported by all U.S. companies in 1992, and it is more than double the 12% turnover rate reported by employers such as government, school, and other nonprofit organizations. 14 Finally, the CQO study indicated no overall differences in quality between nonprofit and for-profit centers except in North Carolina, where state licensing standards permitted low staff-child ratios and low staff training requirements. In earlier studies, care in nonprofit centers has sometimes been rated as being of higher quality than care in for-profit centers, 9,13 but the CQO study found instead that quality varied more within nonprofit and for-profit sectors than between them. Church-affiliated nonprofit centers were of lower quality than other nonprofits. In addition, for-profit centers that were part of national systems seemed to have relatively higher quality than other for-profit centers. These differences in quality among centers were associated with differences in sources of revenues. Centers dependent upon parent fees as their primary source of revenues tended to provide lower quality care. Centers with additional revenue sources that were designed to enhance quality did indeed offer higher-quality services. These differences suggest that financing mechanisms that rely solely on parent fees are unlikely to lead to improvements in the quality of child care.
The Quality of Family Child Care
Like care in centers, care in family child care homes varies greatly in quality, but overall, is mediocre on measures of process quality. The 1991-92 Study of Children in Family Child Care and Relative Care rated only 9% of homes surveyed as good quality; 56% provided care considered adequate or custodial; and a full 35% were judged to be inadequate. 2 The average provider was rated as Financing mechanisms that rely solely on parent fees are unlikely to lead to improvements in the quality of child care.
nonresponsive or inappropriate in interactions with the children close to half the time.
With respect to structural quality measures, family child care providers had relatively low levels of formal education and experience in child care. Only 17% of those surveyed had college degrees, and 36% had a high school education or less. Most providers (98%) did have some specialized training in child care, often through workshops or child care conferences outside the formal education system. As was true in center-based care, providers with more formal education were rated as more sensitive and less detached, and were observed to be more responsive in their interactions with children in their care.
The groups in family child care averaged four children but were larger for toddlers and preschoolers than for infants. Fully 36% of homes had at least one infant present. The typical family child care home had a lone caregiver and a staff-child ratio of about one to three.
Results suggest that family child care providers who had chosen child care as a career tended to provide better-quality care than did those who viewed it as interim work while their own children were young or who felt obliged to provide care for a relative. The professionally oriented providers tended to care for larger groups of children (for example, three to six children rather than one or two), to have slightly lower staff-child ratios, and to be regulated-all factors associated in the study with better process quality scores.
In addition, the study gathered data on the family child care work environment. Providers who were better compensated and reported higher levels of job commitment were more sensitive toward the children in their care. Overall, however, family child care providers remain in the field for a relatively short time. The typical provider had only one year of experience as a provider; half had experience of three years or less.
Do Parents Choose Child Care on the Basis of Quality?
Parents want the best for their children, and most undoubtedly try to choose a highquality child care arrangement over a mediocre or poor one. Several research studies suggest, however, that parents and researchers sometimes have conflicting views about what aspects of a child care program are associated with quality. Some studies suggest that parents place cost and convenience above warm interactions with caregivers, 15, 17 while others find that parents endorse the importance of the nature of the interactions between the child and the caregiver (process quality). [18] [19] [20] [21] Parents seem to pay little attention to the structural indicators of quality such as regulatory status and caregiver training. For example, an Illinois study indicated that more than 40% of the low-income parents surveyed did not consider it important if their child's provider were licensed, 22 and the Study of Family Child Care and Relative Care found that, when asked about their reasons for selecting their current provider, mothers almost never mentioned formal credentials such as education and licensing.
In the CQO study, 1 parents and researchers rated the quality of child care provided for the children. While parents said they valued the process characteristics measured by the researchers, they consistently overestimated the quality of care their own children received. That is, parents and researchers agreed about what was important in a child care setting, but the two groups saw the same settings differently: parents perceived care as high in quality while, on average, researchers rated the quality as mediocre. These differences between parent and observer quality scores were greater for aspects of care that parents were unable to observe, such as nap time, or for aspects that they valued more highly.
These findings-general agreement between researchers and parents on the aspects of care that are important but inconsistency in ratings of care-suggest that parents are not well-informed consumers and do not accurately judge child care quality. This has implications for child care financing because parents are usually the only persons responsible for selecting a child care arrangement. These study findings suggest that it cannot be assumed that parents will purchase high-quality child care simply because they want the best for their children. As is discussed below, high-quality care costs only a little more than mediocre care, so parents cannot use the cost of care as an indicator of its quality. Even parents who are willing to pay more for child care have no assurance that their extra dollars will purchase higher-quality care.
Child Care Operating Costs, Revenues, and Fees
It is important to understand costs, revenues, and fees in order to understand competition and profitability in the child care market. How family child care homes and for-profit and nonprofit centers derive and spend their revenues has important implications for whether or not particular sectors in the market can or do enjoy any competitive advantages. And, of course, an understanding of these issues is necessary before the relationship between costs and quality can be understood.
Only a few researchers have examined the operating costs of child care centers [23] [24] [25] [26] or of family child care homes despite the importance of these costs. 3 Data from the CQO study and the Economics of Family Child Care (EFCC) 27 study summarized below indicate that (1) parent fees comprise the largest single source of revenues for child care programs; (2) personnel costs are the largest single cost in child care programs; (3) the cost structures in family child care homes and centers differ, but the fees and costs to parents are similar across the two settings for preschoolers, while infant fees are lower in family child care homes; (4) differences exist in revenue sources and cost allocation across for-profit and nonprofit centers; (5) parents benefit from hidden subsidies that hold down the costs of child care.
Defining and Measuring the Cost of Child Care
The cost of child care can be viewed from the perspective of the provider, the parent, and society. From a societal perspective, it is important to estimate the value of all resources used in providing child care. Child care is provided in a mixed market of forprofit, nonprofit, and publicly operated centers, and in licensed and unlicensed child care homes. Tax benefits, philanthropic contributions, and government subsidies reduce costs and fees paid by some parents so that fees may not reflect the actual cost of providing the care. (See the article by Stoney and Greenberg in this journal issue for a description of current subsidy programs.)
Even parents who are willing to pay more for child care have no assurance that their extra dollars will purchase higher-quality care.
Subsidies can be classified as either supply subsidies or demand subsidies. Supply subsidies-donations, forgone earnings of staff, the U.S. Department of Agriculture's Child and Adult Care Food Program-are contributions that reduce the expended costs incurred by centers and family child care providers and, thereby, indirectly affect fees charged by lowering expenses. Because consumers do not know about their providers' finances, they may be unaware of the supply subsidies from which they probably derive considerable benefits through lower fees.
Demand subsidies
By reducing the fees for services to parents, demand subsidies can affect the level of quality or the amount of service they are willing to purchase. Table 2 gives estimates from the CQO study of the costs of child care, breaking costs into three categories: (1) Expended center costs, which are the cash costs incurred by providers to produce services. These equal labor, occupancy, food, other operating costs, and overhead; (2) cost with in-kind donations, which is an estimate of society's cost, including donations from individuals and agencies for facilities, volunteer services, equipment, materials, food, and so on; and (3) the full cost of care, which is a more inclusive measure of the value of all resources used to provide child care services, made up of expended center costs plus donations plus the forgone earnings of child care staff.
Some of these subsidies (for example, donations and forgone earnings of child care providers) are hard to estimate. For instance, donated goods and services may not have a market price. Where possible, the CQO researchers attempted to evaluate the market value of donations to centers, such as labor, space, and utilities.
The CQO researchers also contend that the low wages of providers constitute supply subsidies-in effect, they comprise a labor donation, as providers are forgoing the higher wages they could presumably earn in another occupation based on their education, gender, age, and other characteristics. A considerable amount of economic literature argues that, because nonprofit workers value the social benefits provided by their work, they are willing to donate labor to nonprofits, [28] [29] [30] [31] [32] [33] and one author has suggested that child care workers do this whether they work in nonprofit or for-profit child care programs. The CQO researchers contend that, like any donation, estimates of the forgone earnings of providers should, therefore, be included in calculating the full cost of providing child care. They calculated forgone wages by estimating the wage a provider could earn in another occupation, based on demographic characteristics (the provider's forecast wage), and subtracting what the provider actually earned in child care. 34 Measuring the magnitude of forgone wages is subject to error. Unmeasured characteristics of the worker (such as negative personality traits) might explain the worker's lower wages and mean that any particular child care worker actually could not earn more in a different job. Or, if child care employees accept low wages because they get nonmonetary rewards (such as enjoyment from working with children) from their jobs, then their low wages are a function of worker preferences, and one could argue that no forgone wages exist.
Undoubtedly, enjoyment of the work does motivate many of the women who provide child care for relatively low wages. For instance, in the CQO study, one of the main reasons center staff members cited for working in the child care field was the opportunity to work with children. However, the high staff turnover rates in child care described above suggest that an initial willingness to work for low wages may be eventually outweighed by negative aspects As current child care workers leave their jobs, they are being replaced with a less well-educated work force.
Source: Helburn, S., ed. Cost, quality, and child outcomes in child care centers: Technical report. Denver, CO: Department of Economics, Center for Research on Economics and Social Policy, University of Colorado, 1995. Table 2 Monthly of the job. In addition, as more women enter the general work force, their personal preferences concerning the type of work they do may shift away from child care, and they may also learn they can earn more in other jobs. The consequence for the field appears to be that, as current child care workers leave their jobs, they are being replaced with a less well-educated work force. 9, 14 For these reasons, estimates of the forgone earnings of providers are included in calculating the full cost of providing child care in the CQO study, the EFCC study, and in this article, although a more conservative approach would be to consider the full costof-care estimates reported here as upper limits. Tables 2 and 3 summarize key results of the CQO study concerning the costs of providing child care in centers. The tables compare results by region, as well as by profit sector, that is, private for-profit and private nonprofit (including publicly operated centers). Table 3 reports monthly budgets showing average expended costs and revenue sources for all centers, and for-profit and nonprofit centers. Total expended costs for all centers averaged $403 per month. Labor costs represented 70% of costs, occupancy 14%, food 5%, other operating expenses 9%, and overhead 2%. These percentages are roughly comparable to findings from earlier studies. 4 Although for-profit and nonprofit centers did not differ in the total cost per child, they did differ in how they allocated costs. Nonprofit centers spent significantly more than for-profit centers on labor and food; for-profit centers spent significantly more than nonprofit centers on facilities and other operating expenses. For instance, labor costs represented 79% of nonprofit center costs, but only 62% of for-profit center costs; occupancy costs represented 7% of nonprofit center expended costs, but 20% of for-profit center costs.
Center Finances
Expended and Full Costs
These differences in the composition of costs by profit sector reflect significant differences in receipt of in-kind donations between sectors. Most of the donations to nonprofit centers (70%) were in the form of subsidized facilities (for example, the use of space in a church building), whereas for-profit centers rarely received occupancy donations. Despite subsidization of facilities, for-profit centers still had higher occupancy costs, indicating that nonprofit centers apparently used lowerquality space than for-profit centers. (See Appendix B for additional information about the costs of child care facilities.)
s Regional Differences Expended costs varied by state (see Table 2 ). Connecticut had significantly higher costs and North Carolina significantly lower costs than the other states. Costs in California and Colorado were close to the average. These tendencies held true when cost-of-living adjustments were made for differences in consumer prices in the four states, although the range of difference diminished.
Regional differences in the full cost of care reflect differences in expended costs, donations, and forgone earnings. The full cost of care was also higher in Connecticut than in the other three states and lower in North Carolina, reflecting regional differences in both expended costs and donations. Larger subsidies were found in Connecticut than in other states, except for forgone wages, which were highest in Colorado and lowest in Connecticut. Table 2 also describes center revenues, breaking out revenue gained from parent fee payments, which equals center total revenue minus other revenue sources (for example, state reimbursement, public and private grants, cash donations, other income), and net parent cost, which equals the average parent fee after deducting a 20% income tax credit.
Revenues, Profits, and Fees
Although for-profit and nonprofit centers did not differ in total revenue per child per month, they did differ in the sources of those revenues. As indicated in Table 3 , nonprofit centers had much more diversified revenue streams than for-profit centers. Compared with nonprofit centers, for-profit centers were highly dependent on parent fees, which comprised 88% of total revenue compared with 57% for nonprofit centers. For-profit centers, which historically have received fewer public dollars, received little revenue from state fee reimbursement, USDA food grants, or other public grants. These sector differences are even more dramatic when church-affiliated centers are separated from other nonprofit centers. Although these results are not listed in Table  3 , parent fees represented 83% of the total revenue for church-affiliated centers, which is very similar to the for-profit profile. In other words, within the nonprofit sector, the independent nonprofit and publicly operated centers that serve subsidized children rely least on parent fees.
For the whole sample, the rate of profit or surplus on revenue was low, averaging 3.7%. By comparison, corporate profit on revenue for the nation as a whole averaged about 9% in recent years. 36 Table 2 indicates that the mean maximum monthly fee was $454 for full-time Although for-profit and nonprofit centers did not differ in total revenue per child per month, nonprofit centers had much more diversified revenue streams than for-profit centers.
infants and $372 for full-time preschool children. Fees were highest in Connecticut and lowest in North Carolina. When fees were adjusted to account for regional differences in the cost of living, these differences in fees across states diminished somewhat. Fees charged by for-profit centers remained higher than those charged by nonprofit centers. Table 2 illustrates how the burden for child care costs is shared by society, providers, and parents. On average, as mentioned above, the full cost of care was $548 per child per month; center expended costs were $403 per child per month or 74% of full cost; and net parent costs were $265 per child per month or 48% of the full cost of care. Table 3 shows that parent fee payments made up 72% of total revenues, or an average of $302 of total revenues of $420 per month. Net parent cost is the cost to the parent after deducting a 20% federal income tax credit. 37 In for-profit centers, overall, parent fees represented almost 90% of center total revenue and 70% of the full cost of care. After deducting the child care tax credit, parent fees amounted to 62% of forprofit full cost, but in nonprofit centers, because a smaller percentage of parents paid full tuition, parents paid on average about 40% of the full cost of care (not depicted in tables).
Costs to Society, Centers, and Parents
In other words, when only the revenues coming into centers each month are considered, parents are shouldering most of the burden, especially parents whose children are in for-profit child care programs. When all subsidies (including forgone wages) are considered, however, the parental share declines to about half of the full cost of care.
Importance of Center Size
The CQO study corroborated earlier findings 25 that economies of scale exist in child care. Centers that had longer hours of operation, operated closer to capacity, or served larger numbers of children had lower expended costs per child per hour with no apparent ill effects on quality of care. When the study controlled statistically for the effects of operating in different states, results indicated that labor cost, total cost, and total revenue per child were significantly higher in centers serving fewer than 40 children on a full-time basis than in centers serving more than 40.
Wages and Forgone Earnings
In 1993, the mean wages for teaching staff were as follows: $7.22 per hour for teachers, $5.70 per hour for assistants, and $11.33 for administrative directors. 1 Significant regional differences reflect differences in cost of living and in labor market conditions: Wages in California and Connecticut were comparable and were $2.50 per hour higher than in Colorado and $3.00 per hour higher than in North Carolina. Adjustments for differences in labor market conditions in the four states suggested that Connecticut child care jobs pay higher wages relative to other jobs in Connecticut hiring people with similar characteristics, and this may help explain the higher quality observed in Connecticut centers. Based on a comparison of the CQO study and the earlier National Child Care Staffing Study (NCCSS), 9 real wages for child care staff members do not appear to have changed significantly since 1988, when the NCCSS collected wage data in different but comparable regions of the country.
The CQO study estimated forgone earnings. On average, all categories of staff in all states earned less than their forecast wage. Fully 93% of teachers and assistants earned less in child care than their counterparts earned in other occupations and industries. Teachers, on average, earned $5,238 per year less in child care than they could earn in other professions, given their education, racial and ethnic status, gender, and age. Forgone earnings for assistants, while lower in absolute terms ($3,582), were proportionately higher than for teachers. There was wide variation in forgone wages for administrators, but many administrators (32% of those in the study) were earning their market wage.
When all subsidies (including forgone wages) are considered, the parental share declines to about half of the full cost of care. Table 4 compares mean income, costs and other provider characteristics for the whole sample and for the 20% of family child care providers with the highest child care income. 38 The table reveals that family child care providers had low average earnings, and that serving a larger number of children is generally in the interest of both providers and their clientele. On average, all providers served about five children; the higherincome group served about eight. Average net provider income and benefits (including savings generated by not working outside the home, such as not needing to pay for child care for their own children) was $12,864 per year for all providers, compared with $25,833 for the higher-income group. For the high-income group, annual child care income approaches a living wage, and quality of care is significantly higher than for the sample as a whole. These higher-income child care providers spend more per child than the average provider on assistants and some administrative expenses, but otherwise spend less per child than the average provider.
20% of Providers with
Provider Costs and Income
Total costs of providing care represent 46% of the provider's gross income from child care. The largest categories of spending are for assistants (9.7% overall, but assistants are used by relatively few providers), food (12%), and utilities (5%). As in center care, labor cost (which includes the provider's net income from child care) is by far the largest component of total cost (64% of gross income). This is a smaller percentage than nonprofit centers allocate for personnel but is roughly comparable to that of for-profit centers.
Given the low income generated by family child care, it is more appropriate to think of family child care providers as selfemployed individuals who work at home for a variety of reasons rather than as entrepreneurs who are motivated by profits. The EFCC study, for instance, estimates mean forgone earnings for family child care providers at $3,841 per year (see Table 5 ); these providers could hardly be thought of as earning a profit. In fact, most respondents reported that they chose family child care for altruistic or family reasons (usually, to care for their own children). Table 5 compares the financial picture for center and family child care provision using data from the CQO and EFCC studies. The most interesting finding shown in Table 5 is the apparent similarity in total costs between the two child care sectors when the provider's income is included as the major component in labor costs. Occupancy costs were lower, and food and other costs were higher in family child care than in center care. The full cost o f care represented 135% of family child care expended cost, but 156% of center expended cost.
Comparison of Center and Family Child Care Finances
Fees were somewhat lower for preschoolers, but dramatically lower for infants in family child care homes than in centers. Lower fees may be part of the reason many parents of infants choose family child care over center-based care, as reported by Hofferth in this journal issue. Center teacher wages, while low, were nevertheless higher than net family child care provider income and benefits. The forgone wages of teachers in centers were higher than the forgone earnings of family child care providers, partly because of the reduced expenses of working incurred by family child care providers (for example, they did not need to pay for child care).
Fees were somewhat lower for preschoolers, but dramatically lower for infants in family child care homes than in centers.
Relationships Between Child Care Quality and Costs
While a few studies have considered relationships between child care costs and quality using only structural measures of quality, [39] [40] [41] the CQO and EFCC studies examined relationships between cost and quality using measures of process quality. In both center and family child care programs, the costs of providing child care were moderately and positively related to the quality of care provided. In the family child care study, the main comparison was between mediocre and poor-quality child care homes because there were too few good-quality homes in the sample (only 11) to be able to make meaningful comparisons. Results indicated that total expended cost per child per hour was higher in mediocre homes than in poorquality homes. In the CQO study, total labor costs were higher in better-quality centers when other center characteristics 42 were considered. This was expected because staffing ratios and staff education were associated with quality, as described earlier in this article.
To determine how much it costs to increase center quality, a cost function was estimated in the CQO study. Based on econom- ic theory, a cost function is a mathematical expression of the relationship between the costs of a service or product and factors such as the price of labor and the quality and quantity of services provided which are thought to influence the cost. In the CQO study, the cost function related center total variable costs to wages of staff of different education levels (a high school diploma, some college, or bachelor's degree or more), hours of child care provided for each age group, child care process quality, physical size of the center, volunteer hours, region of the country, and whether the center was forprofit or nonprofit. Total variable cost includes expended costs (except for facilities cost), in-kind donations, and the extrapolated salary of owner-operators.
Results of the analyses indicated that positive, significant, but modest relationships exist between cost and quality. Specifically, the results suggest that raising quality by 25% from mediocre to good would increase total variable costs about 10%--that is, by 13 cents per child hour or about $300 per child per year. For a child care center of average size, this would mean an increase of $18,000 per year. 43 This assumes that wages, hours of service provided, space, and volunteer hours remain the same. The analysis also indicated that it costs more to increase quality when a center's quality is already relatively high (for example, to increase it from good to excellent). It costs less to increase quality from poor to mediocre. This finding that improving quality from mediocre to good would require cost increases of only about 10% seems to contradict the finding reported earlier, based on several studies, that process quality is related to staffing ratios. The cost of increasing staffing ratios enough to raise quality from mediocre to good is substantial. This suggests that at least some of the qualities or characteristics that enable centers to provide good-quality care relatively inexpensively are not included in the model. For instance, the CQO study found that a child care director's administrative experience and effectiveness positively affected quality, but this factor was not (by design) included in the cost function. Other factors, such as personality traits of staff, staff commitment to good quality, and effective teamwork, undoubtedly also contribute to overall program quality.
The CQO study also looked for differences in the cost-quality relationship by sector (for-profit versus nonprofit) and corroborated findings of earlier studies. [39] [40] [41] No significant differences were seen in variable cost per child hour between the two sectors, for the same size of center, wages paid, quality, and amount of physical space. Looking within the for-profit and nonprofit sectors reveals overall similarities in cost and quality between church-affiliated and for-profit centers. Both groups of centers seem to occupy the same market niche, dependent on attracting mainly middle-income families. Average values of structural and process quality in both sectors are significantly lower than for independent nonprofits and publicly operated centers. It appears that these centers face stiff competition with each other and that parents' inadequate knowledge about quality means that affordability, not quality of services, drives competition.
Overall, the results of this analysis indicate that cost and quality are related, but that it takes only a small amount of money to raise quality. As mentioned earlier, parents do not appear to differentiate among varying levels of quality of child care programs, and these data indicate that parents cannot use fees as an indicator of quality. Furthermore, there does not seem to be much consumer pressure to increase quality. In analyses not otherwise reported here, the CQO study found that the differential in fees between mediocre and good centers was smaller than the cost differential, implying that there is an economic disincentive for centers that are highly dependent on parent fees to improve quality.
Conclusions
A review of the literature on the cost and quality of child care for children of working parents indicates that (1) the quality of services is mediocre, on average; (2) the cost of full-time care is high; (3) at the present time, Parents do not appear to differentiate among varying qualities of child care programs, and these data indicate that parents cannot use fees as an indicator of quality.
the cost of increasing quality from mediocre to good is not great, about 10%; (4) good child care is dependent on professionally approved staffing ratios, well-educated staff, low staff turnover, a good adult work environment, and effective leadership by experienced directors; (5) these characteristics are interrelated and, taken together, are costly; and (6) therefore, the present modest link between cost and quality reflects the impact of other factors that have not been captured in studies thus far, such as the staff characteristics and teamwork of committed staff providing a labor donation.
Other conclusions are also notable. Licensed family child care fees are not much lower than center care fees, except for infant care, although on average the quality of that care is somewhat lower. The quality of services and earnings of family child care providers are higher for those who care for a larger number of children with a commitment to their profession and who operate as a small business.
Fees are set through competitive forces that maintain a continual downward pressure. Donations of facilities, equipment and materials, volunteers, and labor mean that fees do not reflect the cost of production. There is not much variation, on average, between fees for mediocre and good care, so that parents, who have little knowledge about the quality of care their children are receiving cannot use the fees charged to them as a means of differentiating between good and not-so-good care. Furthermore, the fee differential is smaller than the difference between the cost of mediocre and of good care, so that centers have an economic disincentive to improve quality.
These findings are depressing, to say the least. They reflect the low priority given to children's care and women's work in American society. This must change if children's needs are to be met now and in the future. Further research is needed to better understand such aspects of child care provision as the nature of parents' choices for child care and the underlying features of care that affect cost and quality, as these will help to illuminate relevant policy directions.
In the meantime, the following steps are recommended: (1) launch consumer education efforts to help parents identify goodquality child care programs and to inform the American public of the consequences of poor-quality programs for children; (2) implement higher standards for child care at the state level as a step toward eliminating poor-quality child care; (3) avoid public policies that encourage people to become child care providers if they have no interest in such a career; (4) increase public and private investments in child care, using strategies such as tying funding to standards that produce high-quality care, providing financial incentives to enable the hiring and retention of trained professionals, and tailoring employee benefits to provide child care support; and (5) develop the means to compensate child care workers as is appropriate for their levels of training, experience, and responsibility.
